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July 29, 1996

File Ref. No. 1120
3615

To the Auditing Standards Board:
Attached are comment letters received to date on the proposed Statement on Auditing Standards,
Amendment to Statem ent on Auditing Standards No. 31, Evidential M atter. Also attached is a
summary sheet o f the comments received that was prepared at the Electronic Evidence Task Force
meeting last week.
Nam e/A ffiliation

Location

1.

Frances A. Ward, CPA

Tinley Park, IL

2.

Charles L. Lester
State o f Florida
Office o f the Auditor General

Tallahassee, FL

William R. Kinney, Jr.
The University o f Texas at Austin

Austin, TX

George A. Lewis
Broussard, Poche, Lewis & Beaux

Lafayette, L A

V a n L. Auld, CPA
Van L. A uld & Associates. CPAs

Lafayette, LA

Lawrence F. Alwin, CPA
Office o f the State Auditor

Austin, TX

7.

Gerald A. Walker, CPA

Zachary, LA

8.

The Michigan Association of CPAs
Accounting & Auditing Procedures Committee

Farmington Hills, M I

Jerald C. Wulf, CPA
Department o f Legislative Audit
State o f South Dakota

Pierre, SD

Richard D. Johnson, CPA
State o f Iow a
Office o f A uditor o f State

Des Moines, LA

3.

4.

5.

6.

9.

10.

A m e r i c a n Institute of Certified Public A c c o u n t a n t s
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11.

12.

13.

Anthony J. Glebocki, CPA
N ew Jersey State Legislature
Office o f Legislative Services
Office o f the State Auditor

Trenton, N J

J. Mitchell Collins
Accounting Principles and Auditing Committee
O n B ehalf o f the Arkansas Society of CPAs

L ittle R o ck, A R

Sharon R. Russell, CPA
Association o f Government Accountants
Financial Management Standards Committee

Montgomery, AL

14.

Deloitte & Touche LLP

Wilton, CT

15.

Louisiana Society o f CPAs
Accounting and Auditing Standards Committee

Kenner, LA

M argaret Kelly, CPA
State A uditor o f Missouri

Jefferson City, M O

Sharon J. Gregor
Auditing Services Committee o f the
Illinois CPA Society

Chicago, IL

18.

Coopers & Lybrand LLP

New York, N Y

19.

Harvey Eckert
Commonwealth o f Pennsylvania

Harrisburg, PA

16.

17.

Sincerely,

A. Louise Williamson, CPA
Technical M anager
Auditing Standards Division
ALW/jw
cc: Electronic Evidence Task Force

SAS No. 31 Amendment
Summary of Comment Letters as o f 7/24/96
18 responses received
12 supported
5 no overall indication o f support or opposition
1 opposed

Letter No.
4

Opposition due to performance o f test o f controls be other than mandatory
(“should consider” instead o f “should”) ¶ l4 and ¶ 18.
General Comments (not paragraph specific)

1,5
9
5
17

a.
b.
c.
d.

16

e.

16

f.

Use o f “he or she” gender references opposed.
Add a footnote cross reference to SAS No. 41.
Revised third standard o f fieldwork.
Revise Appendix to indicate audit objective o f inventory listings are
accurately compiled and related example substantive test to indicate they
relate to the valuation instead o f the completeness assertion.
References to AU319A (SAS No. 55) should be to AU319 (SAS No. 78)
unless this SAS becomes effective before SAS N o. 78.
Change “audit procedures” to “auditing procedures.”

Paragraph Specific Comments
¶ 6 and others
5,15

a.

D o not change “deal with” to “address”. Use “affect”, “involve”, “pertain
to” or “apply to” instead.

¶6
2,5,7,9,13,15 a.

Change “deal with” to “address”.

¶12
5

a.

Eliminate the comma after the word “sufficient” on the second line.

8,13

b.

Change fourth sentence to reflect that entities process transactions rather
than accounting applications electronically.

1

Paragraph Specific Comments (cont.)
Letter No.
¶ 14
3

a.

“Should consider” language is puzzling. Can auditor rely on design o f
control without testing? (No suggestion given).

4

b.

Change “should consider” to “should” to require performance o f tests of.
controls.

6

c.

Believes language that states if detection risk cannot be reduced to an
acceptable level by only substantive testing auditor should consider
performing tests o f controls conflicts with SAS N o. 78 which provides
that an auditor should make a determination o f sufficiency o f internal
controls as part o f audit planning.

8,13

d.

Change wording from “should consider” to “may find it necessary to
perform tests o f controls”

12

e.

Revise to require auditor to consider performing a review o f general
and/or application controls in highly complex system environments in
which auditor must substantially rely on evidence in electronic form.

15

f.

Use o f term “in certain engagement environments” appears to conflict
with term “in certain environments” in ¶ 18.

17

g.

Add statement that mentions the competency o f evidence obtained by
direct communication with third parties.

¶ 16
1

a.

Retain references to informal and memorandum records.

¶ 18
2,8

a.

Add a statement suggesting auditor consider performing substantive tests
on an interim basis when evidence is not retrievable after a specified
period o f time.

3

b.

Add a statement that management’s use o f electronic sensors and
electronic internal consistency check can validate information
contemporaneously.
2

Paragraph Specific Comments (cont.)
Letter N o.
¶ 18 (continued)
4

c.

Give an example o f a possible substantive test.

13

d.

Add a statement about possibly extending retention period for the
electronic evidence.

17

e.

Insert words “point or periods in” before the w ord “time” in the last
sentence.

¶ 19
1

a.

Statement that auditor “develops allocations by recomputation” is
incorrect. The auditor verifies them instead.

15

b.

Retain the words “worksheets and”.

¶20
1

a.

Put the example in the last sentence in parentheses o r otherwise rephrase.

2,8,9,13

b.

Change wording in last sentence from “can reason to conclusions.”
Suggested alternatives include “can reach conclusions”, “can form a
conclusion”, “formulate”, “draw”

¶ 21
5

a.

Retain word “types” instead o f substituting word “kind” .

¶25
6

a.

Change words “should give consideration to” to “should consider” in
fourth sentence.

¶ 26
2.

a.

Base effective date on period covered by statements being audited rather
than the beginning date o f the engagement.

3

FR A N C ES A. W A R D , C PA

9217 W. 173rd Pl.
Tinley Park, EL 60477
Telephone 708-429-3155
Fax 708-429-9670

6/11/96

A. Lousie Williamson, Technical Manager
Audit and Attest Standards, File 2519
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. Williamson;
My comments regarding exposure draft "Amendment to Statement on Auditing Standards
No. 31, Evidential M atter follow.
Item Number: New 16. I do not believe informal and memorandum records should be
deleted. There is often a great deal o f information in handwritten informal notes to
workpapers, manuals etc.
Item Number: New 19. The auditor doesn’t "develop allocations involved by
recalculation". Developing implies creating, not verifying.
Item Number: New 20. The last sentence does not read well at all. Perhaps your should
put the example in parenthesis.
Item Number : New 25. In spite o f the fact that I am a woman you a wearing me out with
the "he or she" business especially in the last sentence where it is used twice. Why not
rephrase: "To the extent the auditor remains in substantial doubt about any assertion o f
material significance, he or she must refrain from forming an opinion until sufficient
competent evidential matter to remove such substantial d oubt has been obtained, or the
auditor must express a qualified opinion or a disclaimer o f opinion."
Thank you.
Sincerely,

Frances A. Ward, CPA

Ms. A. Louise Williamson, Technical Manager
Audit and A ttest Standards, File 2519
AICPA
June 2 6 , 1996
Page Two

Finally, paragraph 26 states "This amendment is effective for engagements
beginning on or after January 1, 1997." A literal reading o f this would
indicate that the date the audit begins controls the effective date o f this
pronouncement, rather than on or after a fiscal period beginning or ending on
or after a certain date. Was this the intention?
Again, I find the proposed amendments to ASB No. 31 helpful.

Sincerely,

Charles L. Lester
CLL:jbi

COLLEGE OF BUSINESS ADMINISTRATION
T H E U N IV E R S IT Y O F T E X A S A T A U S T IN

Department of Accounting • CBA 4M .202 •Austin, Texas 78712-1172 (512) 471-3632
W illiam R. Kinney, Jr.
The Charles and Elizabeth Prothro Regents Chair in Business

June 28, 1996

Ms. A. Louise W illiamson
Technical M anger
Audit & Attest Standards, File 2519
American Institute o f
Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. W illiamson:
Re:

Exposure D raft on Proposed Amendment to SAS No. 31

I appreciate the opportunity to comment on the Exposure Draft proposing an amendment
to SAS No. 31, entitled "Evidential Matter." The proposed amendment provides a much
needed updating o f the language of SAS No. 31, and integration o f that language with
other recent SASs.
I have two suggestions for possible improvement o f the document. They are as follows.
Paragraph 14 - In engagement environments in which the auditor determines that is
not possible to reduce detection risk to an acceptable level by performing only
substantive tests, paragraph 14 states that the auditor "should consider performing
tests o f controls to support and assessed level o f control risk below the
maximum." I am puzzled by the "should consider" portion o f the statem ent
Does this mean that the auditor can rely upon the design o f the control without
testing? W hat are the alternatives for reducing audit risk?
Paragraph 18 - The period of existence o f electronic evidence is clearly important in
determining the nature, timing, and extent o f the auditor's substantive tests. It
seems to me that the paragraph might mention how management's use o f
electronic sensors and electronic internal consistency checks at the time o f
transaction processing can validate information contemporaneously. As was the
case in paragraph 14, information technology may provide internal controls that
mitigate risks and reduce the need for substantive tests. This increases the
importance o f the related internal control work, and the question o f whether tests
o f controls are required.
Overall, I believe that the proposed amendment is useful and support its adoption. I hope
that these comments will be useful.
Sincerely,

W illiam R. Kinney, Jr.

Author: PC:GALBPLB@aol.com at INTERNET
Date:
7/8/96 2:01 PM
Priority: Normal
TO: -:AWILLIAMSON@aicpa.org at INTERNET
TO: A. Louise Williamson at AICPA3
Subject: Fwd: Returned mail: Host unknown (Name server: aicpa.com: ho
----------------------------------- Message Contents------- -------Forwarded message:
From: MAILER-DAEMON@aol.com (Mail Delivery Subsystem)
To: GALBPLB@aol.com
Date: 96-07-05 21:57:21 EDT
This is a MIME-encapsulated message
--MAA03991.836584407/emoutl2.mail.aol.com
The original message was received at Fri, 5 Jul 1996 12:33:25 -0400
from root@localhost
If you're not sure of the proper email address for a particular
AOL user, try sending mail to "namesearch@aol.com", and they should be
able to help you verify or locate the proper address.
If you are already an America Online user, you can search for
other members in the AOL Member Directory -- please do not send mail
to NameSearch.
-AOL Postmaster
---- The following addresses had delivery problems ---Awilliamson@aicpa.com (unrecoverable error)
---- Transcript of session follows ---550 Awilliamson@aicpa.com... Host unknown (Name server: aicpa.com: host not
found)
----

Original message follows ----

--MAA03991.836584407/emoutl2.mail.aol.com
Content-Type: message/rfc822
Return-Path: GALBPLB@aol.com
Received: by emoutl2.mail.aol.com (8.6.12/8.6.12) id MAA03980 for
Awilliamson@aicpa.com; Fri, 5 Jul 1996 12:33:25 -0400
Date: Fri, 5 Jul 1996 12:33:25 -0400
From: GALBPLB@aol.com
Message-ID: <960705123206_570448076@emoutl2.mail.aol.com>
To: Awilliamson@aicpa.com
Subject: Proposed Revision to SAS No. 31, Evidential Matter
In view of the significance which electronic transactions area ssuming in our
society and in business in particular, it seems that two paragraphs stating,
in effect, that the auditor should be aware of the dangers of electronic
commerce and adjust procedures accordingly, do not seem adequate.
In paragraph 14, I can understand the ASB's reluctance to demand that tests
of controls be performed in situations involving electronic evidence and not
requiring such test of controls in other cases unless the assessment of
control risk is to be less than maximum. But what the ASB seems reluctant to
realize is that you are dealing with a different world and a different set of
problems from those encountered in the old way of doing business. When there
are no hard documents to examine, how are you going to satisfy yourself
regarding various assertions unless there has been a test of controls to
give confidence that, if the controls are operating effectively, the
transactions being performed will be valid.
A lot of practitioners are not skilled in electronic media.

So they have

consistently audited around the computer by looking at hard documents on the
output end. And many small practitioners routinely assess control risk at
maximum (even if they don't need to) because they are uncomfortable with the
tests of controls needed to assess control risk at less than maximum and see
little benefit from such tests in the way of work effort reduction. So what
is going to happen? Practitioners are going to assess control risk at
maximum over these electronic transactions and then flounder around on what
they call substantive procedures that are really nothing but "feel good" work
for the auditors and that prove nothing.
And even if the practitioner picks up on the subtleties in this amendment,
there is little guidance in the revision to help them determine what should
be done. Paragraph 18 has a valid warning concerning the transitory nature
of some of the information but simply tells the auditor to reconsider the
nature, timing, and extent of his or her SUBSTANTIVE tests. No example is
given of possible substantive tests to be used in electronic commerce,
assuming, of course, they do exist.
This proposed revision recognizes a growing and serious problem. But it
really does nothing in terns of giving practitioners guidance on how to
really deal with the problem. The seriousness of the problem, the lack of
sophistication of most practitioners in dealing with electronic commerce, and
the continued meteoric increase in such electronic commerce seem to me to
warrant a separate standard dealing solely with the auditor and evidence in
electronic environments. And included in that guidance should be a
REQUIREMENT that controls be tested. All this revision is going to do is
provide enough recognition and warning concerning electronic commerce to hang
practitioners.
--MAA03991.836584407/emoutl2.mail.aol.com--

V. L. AULD & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
112 FOUNTAIN B E N D DRIVE - P.O . BO X 30407
LAFAYETTE, LOUISIANA 70593

Telephone (318) 984-9717
Fax (318) 984-5544

V. L. Auld, C.P.A.
Van L. Auld, C.P.A.

July 5, 1996

Ms. A. Louise Williamson, Technical Manager
Audit and Attest Standards, File 2519
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Williamson:
RE: Comments, Proposed Statement on Auditing Standards,
Amendment to Statement on Auditing Standards No. 31, Evidential Matter
Comments follow the respective paragraph numbers in the exposure draft.
1.

The third standard of fieldwork is:
Sufficient competent evidential matter is to be obtained through inspection, observation,
inquires, and confirmations, to afford a reasonable basis for an opinion regarding the
financial statements under audit.
The third standard raises the question: "Why is it necessary to be long-winded?" The
words "Sufficient competent evidential matter" mean evidence. The third standard means
the same when stated:
Evidence is obtained by inspection, observation, inquiry, and confirmation. This provides
a reasonable basis for an opinion on audited financial statements.
This is shorter by seven words, easier to read, and concise. It divides the standard into
bite size ideas. It eliminates the redundant, repetitive, and bombastic "Sufficient
competent evidential matter." Somehow, accounting rules need to be less cryptic.
This comment drifts from the technical but the standards are mired in gobbledygook.
Good writing is simply clear thinking.

2.

Adding "or she" is unnecessary, wordy, and silly. If political correctness must infect the
standards, then "he or she" should be discarded. Frequently, other words can be
substituted. For example the first sentence, "in forming his or her opinion," can be
replaced with "in forming an opinion."

MEMBER AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Ms. A. Louise Williamson, Technical Manager
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3.

Unless mailing a letter or giving a speech at Gettysburg, the use of "address" is less
succinct than "deal with." However, the words "deal with" can be replaced by "affect,
influence, involve, pertain to, or apply to."

6.

If "address" is an improvement, then why does "deal with" remain in the first sentence?

12. Page 9, line 2, there is an unnecessary comma after sufficient. Although, the phase
"sufficient competent evidential matter" is improved by using "evidence."
21. Substituting "kinds" for "types" is semantically the same. This changes nothing.
The revision of this standard for electronic data is good but ambiguous. We need better
solutions on how to detect reliable electronic information from false. Is encryption the
answer? Who knows? But for the moment these revisions make important changes.
Electronic information travels near the speed of light, this allows little time for constructive
thought. Therefore, users may find the financial results less trustworthy. Why? Speed
sometimes results in low quality. Therefore, we must find ways to insure quality or accept
possible poor results.

Van L. Auld, C.P.A.

O F F IC E O F T H E S T A T E A U D IT O R
TWO COMMODORE PLAZA
206 EAST NINTH STREET, SUITE 1900

LAWRENCE F. ALWIN, CPA
State Auditor

AUSTIN, TEXAS 78701

July 9, 1996
Mr. Kinney Poynter
NASACT
2401 Regency Road, Suite 302
Lexington, KY 40503
RE:

Response to AICPA Exposure Draft - Proposed Statements on Auditing Standards,
Amendments to SAS No. 31, Evidential M atter

Dear Mr. Poynter:
Generally, we concur with the guidance in the amendments to SAS No. 31, although the wording
in paragraph No. 14 sounds somewhat in conflict with SAS 78 (Consideration for Internal Control
in a Financial Statement Audit: An Amendment to SAS No. 55).
SAS 78 states that an auditor should obtain an understanding o f internal controls sufficient to plan
the audit. Such knowledge should be used to design substantive tests. In order to plan substantive
testing, the auditor should gain an understanding o f internal controls, including whether the method
o f controlling information processing is highly dependent on computerized controls.
Paragraph No. 14 in the SAS No. 31 proposed amendment states that if detection risk cannot be
reduced to an acceptable level by performing only substantive tests then the auditor should consider
performing tests o f controls. This sounds as though the auditor does not make a determination on
the sufficiency o f internal controls until after substantive work is planned.

Lawrence F. Alwin, CPA
State Auditor
LFA/rmn
cc:

Ms. A. Louise Williamson, Technical Manager - AICPA

P.O.BOX 12067 AUSTIN,TEXAS 78711-2067 •

PHONE: (512)479-4700 •

FAX: (512)479-4884 •

INTERNET: AUDITOR@sao.state.tx.us

GERALD A. WALKER
Certified Public Accountant

Member
American Institute
of CPA’s
Society of Louisiana
CPA’s

July 15, 1996

A. Louise Williamson, Technical Manager
Audit and A ttest Standards, File 2519
AICPA
1211 Avenue o f the Americas
N ew York, N Y 10036-8775

Dear Ms. Williamson:
In reference to Amendment to SAS 31, Evidential M atter, should the wording in paragraph 6 ...
deal w ith ... be changed to ... deal with address ... so that the wording would conform with
paragraphs 4, 5, 7, and 8?
Sincerely,

Gerald A W alker, CPA
GAW/mr

5145 Main Street, Suite F • Zachary, LA 70791 • (504) 654-0560 • FAX (504) 654-1239

EXPOSURE DRAFT
A u d it and A tte s t Standards, File 2519

A. Louise W illiamson, Technical Manager
A udit and A tte s t Standards, File 2519
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
1211 Avenue o f the Americas
New York, N.Y. 10036-8775

PROPOSED STATEMENT ON AUDITING STANDARDS - AMMENDMENT TO
STATEMENT ON AUDITING STANDARDS NO. 31, EVIDENTIAL MATTER
May 20, 1996
Comment Date: July 19, 1996
Name and A ffilia tio n :

THE MICHIGAN ASSOCIATION OF CERTIFIED
PUBLIC ACCOUNTANTS
Accounting & Auditing Procedures Committee
281 16 Orchard Lake Road
P.O. Box 9054
Farmington Hills, Michigan 4 8 3 33-9054

Comments:
Please refer to the enclosed attachm ents for comments received on the aforementioned
Exposure Draft from members o f the Accounting & Auditing.Procedures Committee,
and various other com m ittees of the Michigan Association o f CPAs.

1. The fourth sentence in Paragraph 12, on Page 9, states that "...many entities process
significant accounting applications electronically." Because we believe that entities
process transactions (rather than applications), we suggest that this sentence be revised
to read either "...many entities process significant, accounting transactions
electronically," or "...many entities use significant accounting applications to process
transactions electronically."
2. Paragraph 14, on Page 9, addresses circumstances in which the auditor may conclude
that it is not practical or possible to reduce detection risk to an acceptable level by
performing only substantive tests. The third sentence states that "In such
circumstances, the auditor should consider performing tests of controls to support an
assessed level of control risk below the maximum for certain assertions, such as
completeness or occurrence." If the auditor cannot reduce detection risk to an
acceptable level through substantive tests, he or she may have no alternative than to
review controls. Therefore, we believe that the third sentence in Paragraph 14 should
be strengthened to read "In such circumstances, the auditor may find it necessary to
perform tests of controls to support an assessed level of control risk below the
maximum for certain assertions, such as completeness or occurrence."
3. The last three sentences of Paragraph 18, on Page 10, state that "Certain electronic
evidence may exist at a certain point in time. However, such evidence may not be
retrievable after a specified period of time if files are changed and if backup files do
not exist. Therefore, the auditor should consider the time during which information
exists or is available in determining the nature, timing, and extent of his or her
substantive tests." We believe this paragraph should be expanded to provide the
auditor with more specific guidance. Therefore, we suggest that the last sentence of
Paragraph 18 be revised slightly, and that two additional sentences be added, to read
"Therefore, the auditor should consider the retention period during which information
exists or is available in determining the nature, timing, and extent of his or her
substantive tests. For example, if the retention period is short, the auditor may need
to perform interim procedures while the information exists. Alternatively, the entity
may be able to extend the retention period for certain information."
4.

The last sentence of Paragraph 20, on Page 10, states that "...the auditor can reason

to conclusions with respect to the validity of various assertions in the financial
statements." Although, this language is unchanged from SAS No. 31, for clarity, we
suggest that the sentence be revised slightly to read "...the auditor can form a
conclusion with respect to the validity of various assertions in the financial
statements."

4 2 7 SOUTH CHAPELLE

C /O 5 0 0 EAST CAPITOL
PIERRE SD 57501-5070
(605)773-3595
FAX (605)773-6454

MAURICE C. CHRISTIANSEN, CPA
AUDITOR GENERAL

June 28, 1996

A. Louise Wiliamson, Technical Manager
Audit and Attest Standards, File 2519
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Please consider our response to the Proposed Amendment to SAS No. 31, Evidential Matter.
We appreciate the opportunity to respond and hope our comments prove useful.
A.

Consider adding a footnote reference to SAS 41, Working Papers (AU section 339).
Not only must the auditor have access to and evaluate sufficient, competent evidential
matter, but the auditor must document his or her auditing procedures and conclusions
with respect to the evidential matter that was obtained, tested and evaluated. We
believe that this reference is important.

B.

To be consistent with the changes to paragraphs 4, 5, 7 and 8, paragraph 6 should be
revised by replacing "deal with" with "address."

C.

To enhance the readability of paragraph 20. we propose the following changes:
1.

In the first sentence, in the third printed line, consider replacing the word "to" with
the word "by,” so the phrase reads "are available from the entity’s files and
accessible by the auditor...”

2.

In the last sentence, in the phrase "the auditor can reason to conclusions with
respect to," consider changing "reason to" to formulate, form, draw, reach, or some
other appropriate verb.

Jerald C. Wulf, CPA
Director of External Audits

O F F IC E

O F A U D IT O R O F ST A T E
STATE OF IOWA

Richard D . Johnson, CPA
A uditor o f State

State Capitol Building
Des Moines, Iowa 50319-0004
Telephone (515) 281 -5834

Facsimile (515) 242-6134

July 15, 1996
A. Louise Williamson, Technical Manager
Audit and Attest Standards, File 2519
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

AICPA Exposure Draft on Proposed SAS “Amendment to Statement on Auditing
Standards No. 31, Evidential Matter”

Dear Ms. Williamson:
We have reviewed the Exposure Draft of the “Amendment to Statement on Auditing
Standards No. 31, Evidential Matter.” We have no significant comments regarding the
proposed changes. Although we would like to see further guidance on determining the
acceptable level of evidential matter in an electronic environment, we realize it would be
difficult given the number of possible situations.
If you have questions regarding these matters, please contact Judy Vander Linden at
515-281-5506.

Richard D. Johnson

LEGISLATIVE
SERVICES CO M M ISSIO N
SENATOR
D O N A LD T. D iFR A N C ESC O
Chairman
ASSEM BLYM AN
JACK C O LLIN S
Vice-Chairman
SENATE
BYRON M . BAER
JO H N O . BENNETT
GERALD CARD INALE
RICHARD J. C O D EY
W Y N O N A M . LIPMAN
ROBERT E. LITTELL
JO H N A. L Y N C H

OFFICE OF LEGISLATIVE SERVICES

G E N E R A L A S SE M B LY
CHRISTOPHER “ KIP" BATEMAN
JOSEPH CH A RLES, JR.
PAUL D iG AET AN O
JOSEPH V . DORIA, JR.
N IC H O LA S R. FELICE
N IA H. G ILL
LORETTA WEINBERG

O F F IC E O F T H E S T A T E A U D I T O R

125 SOUTH WARREN STREET
CN-067
TRENTON, NEW JERSEY 08625-0067

RICHARD L. FAIR
State Auditor
(609) 292-3700
FAX (609) 633-0834

ALBERT PORRONI
Executive Director

(609) 292-4625

July 16, 1996

A. Louise Williamson
Technical M anager
Audit and A ttest Standards
File 2519
AICPA
1211 Avenues o f the Americas
N ew York, N Y 10036-8775
D ear A Louise Williamson:
Enclosed is the State o f New Jersey Office o f the State Auditor's response to AICPA's exposure
draft "Amendment to Statement on Auditing Standards No. 31, Evidential Matter."
W e concur with the exposure draft. SAS 31 has been updated to include areas o f concern in
auditing evidential matter in electronic form. The amendment also reminds the auditor that timing
the substantive test under this new environment is important as the data may not always be
available to the auditor.
I f you have any questions regarding this response, please contact me at (609) 777-2889.
Respectfully submitted,

Anthony J. Glebocki, CPA
Technical Staff Audit Manger
AJG/dst
Enclosure
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Ms. A. Louise Williamson
Technical Manager - Audit and Attest Standards
File 2519
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Ms. Williamson:
We are pleased to have the opportunity to respond on the proposed amendment to
statement on auditing standards No. 31, Evidential Matter (the "Exposure Draft").
Our overall conclusion is the Exposure Draft adequately addresses the risks, audit
objectives and procedures related to the use of electronic forms as evidential matter
in performing attest engagements. We do, however, propose the following
revisions to the Exposure Draft.
As client environments continue to rapidly change with respect to the use of
electronic forms for data processing and record retention, so must our profession in
order to reduce detection risk to an acceptable level in performing certain attest
engagements. For client environments in which the auditor must substantially rely
on electronic forms as evidential matter (i.e., system environments in which
information is transmitted, processed, maintained and accessed in electronic form),
the current Exposure Draft (particularly paragraph 14) is relatively vague with
respect to specific control procedures to be performed by auditors in reducing
detection risk to an acceptable level. For system environments of this nature, we
recommend the Exposure Draft be revised to add suggestive emphasis requiring
auditors to consider performing a general controls review and/or application
controls review. Based on the control objectives identified by the Information
Systems Audit and Control Association, typical review procedures would include,
but not be limited to, review of the management information systems organization,
review of supervisory controls, review of controls related to maintenance and
system development, determination of the adequacy of controls related to system
security, system authorization related to program changes, and specific testing of
information processing in selected areas to be relied upon by the auditors. In
making our recommendation, we are not attempting to create an undue burden for
our profession. In establishing testing procedures for our profession, our governing
rules should allow auditors the ability to evaluate the cost versus benefit in
performing such procedures. However, for highly complex system environments
in which auditors must substantially rely on electronic forms as evidential matter,

Phone (501) 664-8739 • (800) 482-8739 in Arkansas • Fax (501) 664-8320
E-Mail: 102651.2237@compuserve.com
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in order to reduce detection risk to an acceptable level, we believe it prudent (as noted
above) that the Exposure Draft be revised to include suggestive emphasis which requires
auditors to consider performing a general controls review and/ or application controls
review.
We appreciate your time and review of our response, and if any question arise, please do
not hesitate to contact us at 501-664-8739.
Very truly yours,

J. Mitchell Collins
Chairman
Accounting Principles and Auditing Committee
On Behalf of the Arkansas Society of
Certified Public Accountants
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A. Louise Williamson, Technical Manager
Audit and Attest Standards
File 2519
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775
Dear Ms. Williamson:
The
Association
of
Government
Accountants
(AGA), Financial
Management Standards Committee (Committee) would like to provide
the following comments on the Proposed Statement on Auditing
Standards, Amendment to Statement on Auditing Standards No. 31,
Evidential M atter.
The Committee, whose members are active
accountants and auditors in Federal, state, and local government,
reviews and responds to proposed standards and regulations of
interest to the AGA membership. Local AGA chapters and individual
members are also encouraged to comment separately.
The Committee supports and is in agreement with the overall
amendments proposed to SAS No. 31. However, the Committee has the
following recommendations which it believes would further clarify
and/or improve the proposed guidance:
1.

We recommend that in Paragraph 6, in the first sentence the
word "deal" be changed to "address".
This wording change has
been made consistently throughout the document except for
Paragraph N o . 6.

2.

The fourth sentence in Paragraph 12, on Page 9, states "...many
entities process significant accounting applications
electronically". Because we believe that entities process
transactions rather than applications, we suggest that this
sentence be revised to read either "...many entities process
significant accounting transactions electronically," or
"...many entities use significant accounting applications to
process transactions electronically."

3.

Paragraph 14, on Page 9 addresses circumstances in which the
auditor may conclude that it is not practical or possible to

reduce detection risk to an acceptable level by performing only
substantive tests.
The third sentence states that "In such
circumstances, the auditor should consider performing tests of
controls to support an assessed level of control risk below the
maximum for certain assertions, such as completeness or
occurrence." If the auditor cannot reduce detection risk to an
acceptable level through substantive tests, he or she may have
no alternative other than to review controls.
Therefore, we
believe that the third sentence in Paragraph 14 should be
strengthened to read "in such circumstances, the auditor may
find it necessary to perform tests of controls to support an
assessed level of control risk below the maximum for certain
assertions, such as completeness or occurrence."
4.

We believe Paragraph 18 should be expanded to provide the
auditor with more specific guidance. We suggest that the last
sentence of Paragraph 18 be revised slightly and that two
additional sentences be added to read "Therefore, the auditor
should consider the retention period during which information
exists or is available in determining the nature, timing, and
extent of his or her substantive tests.
For example, if the
retention period is short, the auditor may need to perform
interim procedures while the information exists.
Alternatively, the entity may be able to extend the retention
period for certain information."

5.

The last sentence of Paragraph 20, on Page 10, states that
"...the auditor can reason to conclusions with respect to the
validity of various assertions in the financial statements."
Although this language is unchanged from SAS No. 31, for
clarity, we suggest the sentence be revised to read "...the
auditor can form a conclusion with respect to the validity of
various assertions in the financial statements."

We appreciate the opportunity to comment on this Proposed Statement
and should you have any questions or need additional information,
please contact me at (334) 242-9200.
Sincerely

Sharon R. Russell, CPA, Chair
AGA Financial Management
Standards Committee
cc:

Mr. Mitch Laine, President
AGA

Deloitte &
Touche llp
Ten W e s tp o rt Road
P.O. B ox 8 2 0
W ilto n , C o n n e c tic u t 06 8 9 7 -0 8 2 0

Telephone: (203) 761-3000
ITT Telex 66 2 6 2
F a csim ile : (203) 834-2200

July 17, 1996

A. Louise Williamson
Technical Manager
Audit and Attest Standards
File 2519
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775

Dear Ms. Williamson:
We are pleased to comment on the Proposed Statement on Auditing Standards, amendment to
Statement on Auditing Standards No. 31, Evidential Matter. We support the issuance o f the
proposed Statement as exposed. We believe that the proposed Statement provides the
appropriate guidance for the audit o f financial statements where significant information is
processed or maintained electronically.
Please contact John A. Fogarty [(203) 761-3227] if you have any questions or if there is any other
way in which we might be helpful.
Sincerely,

DeloitteTouche
Tohmatsu
International

July 17, 1996

Ms. A. Louise W illiamson
Technical Manager
Audit and Attest Standards
File 2519
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
EXPOSURE DRAFT
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AMENDMENT TO STATEMENT ON AUDITING STANDARDS
N O . 31, E V ID E N T IA L M A TTE R
DATED:
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COMMENT DATE: JULY 19, 1996
Response Prepared By:

Louisiana Society of CPAs
Accounting and Auditing Standards Committee
Van L. Auld
John D. Cameron
Jim Campbell
George Lewis
Judsen J. McCann, Jr.
Albert E. Roevens, Jr.

Response Submitted By:

Albert E. Roevens, Jr.
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SUMMARY OF RESPONSES
General

Due to the advances in technology and the significance o f electronic transactions in
commerce today, this proposed amendment to Standard on Auditing Standards No. 31,
Evidential M atter is well warranted. The members o f this committee also believe that the
Auditing Standards Board should address this issue further and provide more specific guidance
to the auditor, as well as alerting the client o f potential problems in providing evidence to the
auditor. This amendment recognizes a serious and growing problem , but does not give
practitioners specific guidance on how to deal with the problem. W e believe a separate standard
may be the appropriate measure to assist the practitioner.

Comments on specific paragraphs
6.

In paragraphs 4,5,7,8 the term "deal with" is replaced with "address". In this paragraph
"deal with" is not replaced. Additionally, two members do not agree with this
terminology and have recommended the following words in place o f address: affect,
influence, involve, pertain, includes or incorporates.

14.

This paragraph begins "In certain engagement environments"; Paragraph 18 begins "In
certain environments". Is it the authors’ intention for this wording to be consistent?

19.

Two members believe that removing "work sheets and" makes the first sentence
confusing. Removing the words "and in developing the allocations involved" may
achieve the objective.
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Ms. A. Louise Williamson
Technical Manager
Audit and Attest Standards, File 2519
American Institute o f Certified
Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Dear Ms. Williamson:
W e have reviewed the proposed Statement on Auditing Standards titled Amendment to
Statement on Auditing Standards No. 31, Evidential Matter. Because o f the increasing prevalence
o f electronic evidence, we support the issuance o f the proposed Statement and have no significant
improvements to suggest. On the enclosed draft, however, we have noted a few editorial suggestions
for your consideration.
I f you have any questions regarding our comments, please contact Myrana Gibler, Audit
Manager, o f my office at (573) 751-4213.

MK/bh
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EXPOSURE DRAFT

PROPOSED STATEMENT ON
AUDITING STANDARDS
AMENDMENT TO STATEMENT ON AUDITING
STANDARDS NO. 31, EVIDENTIAL MATTER

MAY 20, 1996

Prepared by the AICPA Auditing Standards Board for comment
from persons interested in auditing issues
Comments should be received by July 19, 1996, and addressed to
A . Louise W illiamson, Technical Manager, Audit and A tte s t Standards, File 2 5 1 9 ,
AICPA, 1211 Avenue of the Americas, New York, NY 1 0 0 3 6 -8 7 7 5
or via the Internet to AWILLIAMSON@AICPA.ORG

May 20, 1996
Accom panying this letter is an exposure draft, approved by the Auditing Standards Board
(ASB), o f a proposed Statem ent on Auditing Standards (SAS) titled Am endm ent to SAS No.
31, Evidential M atter. The ASB is proposing this amendment to SAS No. 31 to incorporate
the concept o f evidential m atter in electronic form . The proposed amendment also provides
guidance regarding the potential audit impacts of evidential m atter in electronic form and
describes m atters an auditor should consider in such circum stances. A summary o f the
significant provisions o f the proposed Statement accompanies this letter.
Comments or suggestions on any aspect of this exposure d ra ft w ill be appreciated.
To facilitate the ASB's consideration of responses, comments should refer to specific
paragraphs and include supporting reasons for each suggestion or comment.
In developing guidance, the ASB considers the relationship between the cost imposed and
the benefits reasonably expected to be derived from audits. It also considers the differences
the auditor may encounter in the audit of financial statements o f small businesses and,
when appropriate, makes special provisions to meet those needs. Thus, the ASB w ould
particularly appreciate comments on those matters.
W ritten comments on the exposure draft w ill become part o f the public record o f the
AICPA A u d it and A tte s t Standards Division and w ill be available for public inspection at
the offices o f the AICPA after August 19, 1996, for one year. Responses should be sent
to A. Louise W illiamson, Technical Manager, Audit and A tte s t Standards, File 2519,
AICPA, 1211 Avenue o f the Americas, New York, NY 1 0 0 3 6 -8 7 7 5 in tim e to be received
by July 19, 1996. Responses also may be sent by electronic mail over the Internet to
AWILLIAMSON@AICPA.ORG.
Sincerely,

Edmund R. Noonan
Chair
Auditing Standards Board

Dan M. Guy
Vice President
Professional Standards and Services

Thomas Ray
Director
A udit and A ttest Standards

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10036-8775 (212) 596-6200 • fax (212) 596 -6213

SUMMARY

Why Issued
The A uditing Standards Board is proposing an amendment to Statem ent on Auditing Standards
(SAS) No. 31, Evidential M atter (AICPA, Professional Standards, vol. 1, AU sec. 326), to
incorporate the concept o f evidential m atter in electronic form . The proposed amendment also
provides guidance regarding the potential audit impacts of evidential matter in electronic form and
describes m atters an auditor should consider in such circumstances.
What It Does
This proposed Statement would provide guidance for a practitioner who has been engaged to audit
an e n tity 's financial statements where significant inform ation is transm itted, processed,
maintained, or accessed electronically. The proposed Statem ent would include examples of
evidential m atter in electronic form and provide that an auditor should consider the tim e during
which such evidential matter exists or is available in determining the nature, tim ing, and extent of
substantive tests. In addition, the proposed Statement would indicate th a t an auditor may
determine that, in certain engagement environments where evidential matter is in electronic form ,
it would not be practical or possible to reduce detection risk to an acceptable level by performing
only substantive tests. The proposed Statement would provide th a t in such circumstances, an
auditor should consider performing tests of controls to support an assessed level of control risk
below the maximum for affected assertions.
H o w I t A ffe c ts Existing Standards
This proposed Statem ent would amend SAS No. 31.

PROPOSED AMENDMENT TO STATEMENT ON AUDITING STANDARDS NO. 31,
EVIDENTIAL M ATTER

(N ew language Is show n in boldface, and deleted language is show n b y strike-through.)
1.

The third standard of fieldw ork is:
S ufficient com petent evidential m atter is to be obtained through inspection,
observation, inquiries, and confirmations to afford a reasonable basis for an opinion
regarding the financial statements under audit.

2. M ost of the independent auditor's w ork in forming his or her opinion on financial statem ents
consists o f obtaining and evaluating evidential matter1 concerning the assertions in such financial
statements. The measure of the validity o f such evidence for audit purposes lies in the judgm ent
of the auditor; in this respect, audit evidence differs from legal evidence, which is circumscribed
by rigid rules. Evidential m atter varies substantially in its influence on the auditor as he or she
develops his an opinion w ith respect to financial statements under audit. The pertinence o f the
evidence, its objectivity, its timeliness, and the existence of other evidential m atter corroborating
the conclusions to which it leads all bear on its competence.

NATURE OF ASSERTIONS
3. Assertions are representations by management th a t are embodied in financial statem ent
components. They can be either explicit or im plicit and can be classified according to the following
broad categories:
•

Existence or occurrence

•

Completeness

•

Rights and obligations

•

Valuation or allocation

•

Presentation and disclosure

4. Assertions about existence or occurrence deal w ith address whether assets or liabilities of the
entity exist at a given date and whether recorded transactions have occurred during a given period.
For example, management asserts that finished goods inventories in the balance sheet are available
for sale. Similarly, management asserts that sales in the income statement represent the exchange
of goods or services w ith customers for cash or other consideration.
5. Assertions about completeness deal with address whether all transactions and accounts th a t
should be presented in the financial statements are so included. For example, management asserts
that all purchases o f goods and services are recorded and are included in the financial statements.
Similarly, management asserts that notes payable in the balance sheet include all such obligations
of the entity.

1See section 319A, Consideration o f the Internal Control Structure in a Financial Statement Audit, paragraphs
.4 6 - .6 0 , fo r further guidance o n evidentiaI matter.

can may use either manual audit procedures, computer-assisted audit techniques, or a combination
of both to obtain sufficient, competent evidential matter. How ever, in som e accounting systems
that y s e a compute r for processing significant accounting applications, Because o f the gro w th in
the use o f com puters and other inform ation technology, many entities process significant
accounting applications electronically. Accordingly, it may be difficult or impossible for the auditor
to obtain certain data for inspection, inquiry, or confirmation w ith o u t computer assistance using
inform ation technology to access that data.
13. The nature, tim ing, and extent of the procedures to be applied on a particular engagement are
a m atter o f professional judgm ent to be determined by the auditor, based on the specific
circum stances. However, the procedures adopted should be adequate to achieve the audit
auditor's specific objectives developed by the auditor? and reduce detection risk to a level
acceptable to the auditor. tThe evidential m atter obtained should be sufficien t for the auditor to
form conclusions concerning the validity o f the individual assertions embodied in the components
of financial statem ents. The evidential m atter provided by the com bination of the auditor's
assessment o f inherent risk and control risk and substantive tests should provide a reasonable
basis for his or her opinion (see AU sec. 3 1 9 A .6 1 -.6 4 ).
14. In certain engagement environments where significant information is transm itted, processed,
maintained, or accessed electronically, the auditor may determine that it is not practical or possible
to reduce detection risk to an acceptable level by performing only substantive tests for one or more
financial statem ent assertions. For example, the potential for improper initiation or alteration o f
inform ation to occur and not be detected may be greater if inform ation is produced, maintained,
or accessed only in electronic form. In such circumstances, the auditor should consider performing
tests o f controls to support an assessed level of control risk below the maximum fo r certain
assertions, such as completeness or occurrence.

NATURE OF EVIDENTIAL MATTER
1 4. 15.
Evidential m atter supporting the financial statements consists o f the underlying
accounting data and all corroborating information available to the auditor.
1 5. 16. The books o f original entry, the general and subsidiary ledgers, related accounting
manuals, and such informal and memorandum records such as w ork sheets and spreadsheets
supporting cost allocations, com putations, and reconciliations all constitute evidence in support
of the financial statements. These accounting data are often in electronic form . By itself,
accounting data cannot be considered sufficient support for financial statem ents; on the other
hand, w ith o u t adequate attention to the propriety and accuracy of the underlying accounting data,
an opinion on financial statements would not be warranted.
16 . 17. Corroborating evidential matter includes documentary material both w ritten and electronic
information such as checks; records of electronic fund transfers; invoices; contracts; and minutes
of meetings; confirmations and other written representations by knowledgeable people; information
obtained by the auditor from inquiry, observation, inspection, and physical examination; and other
inform ation developed by, or available to, the auditor which permits him or her to reach
conclusions through valid reasoning.
18. In certain environments, some of the accounting data and corroborating evidential m atter are
available only in electronic form . Source documents such as purchase orders, bills of lading,
invoices, and checks are replaced w ith electronic messages. For example, entities may use

9

SUFFICIENCY OF EVIDENTIAL MATTER
2 0 . 22. The independent auditor's objective is to obtain sufficient com petent evidential matter
to provide him or her w ith a reasonable basis for form ing an opinion. The amount and kinds of
evidential matter required to support an informed opinion are matters for the auditor to determine
in the exercise of his or her professional judgment after a careful study o f the circumstances in the
particular case. In the great m ajority of cases, the auditor finds it necessary to rely on evidence
that is persuasive rather than convincing. Both the individual assertions in financial statements and
the overall proposition that the financial statements as a whole present financial position, results
of operations, and cash flow s in conformity w ith generally accepted accounting principles, are of
such a nature that even an experienced auditor is seldom convinced beyond all doubt w ith respect
to all aspects of the statements being audited.
23. An auditor typically works w ithin economic lim its; h i s the auditor's opinion, to be
economically useful, m ust be formed within a reasonable length of time and at reasonable cost.
The auditor m ust decide, again exercising professional judgment, whether the evidential matter
available to him or her w ithin the limits of tim e and cost is sufficient to ju s tify expression of an
opinion.
24. As a guiding rule, there should be a rational relationship between the cost of obtaining
evidence and the usefulness of the information obtained. The matter of d iffic u lty and expense
involved in testing a particular item is not in itself a valid basis for om itting the test.

EVALUATION OF EVIDENTIAL MATTER
25. In evaluating evidential matter, the auditor considers whether specific audit objectives
have been achieved. The independent auditor should be thorough in his or her search for evidential
m atter and unbiased in its evaluation. In designing audit procedures to obtain competent evidential
m atter, he or she should recognize the possibility th a t the financial statem ents may not be
presented in conform ity w i t h generally accepted accounting principles. In developing his or her
opinion, the auditor should(give considera tion t o relevant evidential m atter regardless o f whether
it appears to corroborate or to contradict the assertions in the financial statem ents. To the extent
the auditor remains in substantial doubt about any assertion of material significance, he or she
must refrain from form ing an opinion until he or she has obtained sufficient com petent evidential
matter to remove such substantial doubt, or he the auditor m ust express a qualified opinion or a
disclaimer o f opinion.
26. This amendment is effective for engagements beginning on or after January 1, 1997. Earlier
application is encouraged.

[The Appendix will not change, except for the change to the paragraph number.]
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July 1 8 , 1996
Ms. A. Louise W illiamson
Technical M anager
Audit and Attest Standards, File 2519
AICPA
1211 Avenue o f the Americas
New York, N Y 10036-8775
Dear Ms. Williamson:
The Auditing Services Committee o f the Illinois CPA Society is pleased to have the opportunity
to comment on the Proposed Statement on Auditing Standards entitled Amendment to Statement
on Auditing Standards No. 31. Evidential Matter. These recommendations represent the position
o f the Illinois CPA Society rather than any o f the members o f the Auditing Services Committee
and the organizations w ith which the members are associated.
We recommend that paragraph 14 mention the competency o f evidence obtained by direct
communication w ith third parties. Communication with third parties is particularly important in
cases where electronic evidence may exist only at a certain point in time, as discussed in
paragraphs 18 and 19. Such a disclosure will alert practitioners to the different types o f
substantive tests that should be considered before concluding that tests o f controls are necessary.
The comment following paragraph 26 indicates that the Appendix will not be amended. Some
Committee members believe that the Appendix has been criticized as being incorrect because it
is inconsistent with auditing textbooks and with the grading o f the CPA examination.
Specifically, the illustrative audit objective o f determining whether “inventory listings are
accurately compiled” and the related example substantive test o f “testing the clerical accuracy o f
the inventory listings” relate to the valuation assertion, not completeness. We recommend that
the Appendix be amended to clarify or correct this apparent inaccuracy.
On a minor note, we recommend that “points or periods in” be inserted in the last sentence o f
paragraph 18 before “tim e”. This language is clearer and is consistent with the language in the
first sentence o f paragraph 20.
We would be pleased to discuss our recommendations with you.

Sincerely,

Sharon J. Gregor
Chair o f the Auditing Services Committee
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APPENDIX A

ILLINOIS CPA SOCIETY
AUDITING SERVICES COMMITTEE
ORGANIZATION AND OPERATING PROCEDURES
1996 - 1997

The Auditing Services Committee of the Illinois CPA Society (the Committee) is
composed of 18 technically qualified, experienced members appointed from industry,
education and public accounting. These members have Committee service ranging from
newly appointed to 15 years. The Committee is a senior technical committee of the
Society and has been delegated the authority to issue written positions representing the
Society on matters regarding the setting of auditing standards.
The Committee usually operates by assigning a subcommittee of its members to study
and discuss fully exposure documents proposing additions to or revisions of auditing
standards. The subcommittee ordinarily develops a proposed response which is
considered, discussed and voted on by the full Committee. Support by the full
Committee then results in the issuance of a formal response, which at times, includes
a minority viewpoint.

Coopers
&Lybrand

Coopers & Lybrand L.L.P.

1251 Avenue of the Americas
New York. New York
10020-1157

telephone (212) 536-2000
facsimile

(2 12)5 36-350 0
(212) 536-3035

a professional services firm

July 19, 1996

Ms. A. Louise Williamson
Technical M anager, Audit and Attest Standards
File 2519
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Dear Ms. Williamson:
We are pleased to submit this letter in support o f the issuance o f the proposed Statement on
Auditing Standards, Amendment to Statement on Auditing Standards No. 31, Evidential M atter.
Please contact Jim Gerson at (212) 536-2243 if you have any questions.
Very truly yours,

Coopers & Lybrand L.L.P., a registered limited liability partnership, is a member firm of Coopers & Lybrand International.

COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG
HARVEY C. ECKERT
DEPUTY SECRETARY FOR COMPTROLLER OPERATIONS
OFFICE OF THE BUDGET

July 22, 1996

Ms. A. Louise Williamson, Technical Manager
Audit and Attest Standards
File 2519
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Dear Ms. Williamson:
The Commonwealth o f Pennsylvania, Office o f the Budget has reviewed the AICPA Exposure Draft
(ED) entitled “Proposed Statement On Auditing Standards - Amendment To Statement On Auditing
Standards No. 31, Evidential M atter” and we offer the following comments:
A.

Specific Paragraphs

1.

Paragraph 14 - The paragraph states that “the auditor may determine that it is not
practical or possible to reduce detection risk to an acceptable level by performing
only substantive tests for one or more financial statement assertions. ...the auditor
should consider performing tests o f controls to support an assessed level o f control
risk below the maximum for certain assertions,...”
The ED does not address what you do when you cannot rely on the controls and all
data is in electronic form. Do you qualify your opinion? How would you perform
your increased substantive testing?

2.

Paragraph 18 - The paragraph states that “Certain electronic evidence may exist at
a certain point in time. However, such evidence may not be retrievable after a
specified period o f time if files are changed and if back up files do not exist.
Therefore, the auditor should consider the time during which information exists or
is available in determining the nature, timing, and extent o f his or her substantive
tests.”
This is a contraction to the State and Federal (IRS) regulations that require original
transactions be maintained for a various number o f years and be retrievable for that
period o f time.

Ms. A. Louise W illiamson
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B.

General Comments
The SAS recognizes that substantive testing o f electronic files m ay not be practical or
possible to reduce detection risk to an acceptable level and recommends that the auditor
consider performing tests o f controls to support an assessed level o f control risk below the
maximum for certain assertions, such as completeness or occurrence. However, it does not
provide guidance on the type or extent o f control testing expected to be performed. What
electronic techniques are appropriate for use in testing controls?
I f the auditor uses electronic techniques such as imbedded audit modules, computerized
matching o f records, confirmation, or recalculation routines, w hat type and amount o f
documentation would be considered sufficient to confirm the auditor’s compliance with the
SAS requirements?
Clarification is needed on the intended effect o f the SAS 31 changes to the form and content
o f evidential matter needed to support auditor conclusions in an electronic environment.
The revision specifically recognizes the potential loss o f electronic records pertaining to the
audit period and, thus, the audit trail. This is a problem that Office o f the Budget auditors
have already recognized, which occurs mainly by electronic records being either purged or
overwritten before audit. The ED’s solution to this is that the auditor should consider this
possibility in determining the nature, timing and extent o f testing. This might be a viable
solution in the case o f an internal, or engaged external auditor w ho have the ability to
examine controls and processes during and shortly after the period under audit. However,
for governmental auditors who normally are engaged substantially after the period to be
audited is completed and who can not commence their planning until substantially after the
fact, it is no solution.
The only true solution is to impose the same basic requirements on auditees for electronic
records as they have historically been subject to for paper records. We realize that this
probably goes beyond the scope o f the Statement on Auditing Standards, but the point is that
the revised SAS will not provide a solution to the governmental auditor’s problem cited in
the previous paragraph. Maybe the SAS could include a general statement to the effect that,
where possible, potential auditees should be apprised o f the record keeping requirements to
provide/preserve an audit trail for the audit period until all required audits and resolution
have been completed. Further, where applicable, this should be imposed by the entity for
whom the audit is being performed.
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Thank you for the opportunity to com m ent If you have any questions, please contact Mr. J. Terry
K ostoff at 717-783-0114.
Sincerely,

Har v e y C. Eckert

cc:

Secretary Bittenbender
Staff

